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Crisis in Fiscal Responsibility: 
Federal, State and City 


by Robert W. French 


President, Tax Foundation, Inc. 


E have all been exposed during the past three or four months to predictions as to what 

\\) is ahead of us in the economic sphere in the next decade. For those who love alliteration 

the decade has been referred to as the “Soaring Sixties” or the “Sensational Sixties.” 

Whatever we choose to call it, it is generally ne eieer neice NON 

envisioned as a period of prosperity with a in fiscal responsibility in government at all levels, 
Federal, state and city. 


easier and to provide more leisure for everyone. Third, this crisis in fiscal responsibility has been 
postponed and obscured by a series of emergencies, 
internal and external, from the depression of the 
1930’s to the present missile race. 


These predictions generally have pushed aside the 
everyday problems of business, the problems of in- 
flation, and problems of productivity, and even the 
problems of competing with Russia. There is one Fourth, this crisis has come to focus in the issues 
other vital problem that has not been taken into emerging from the current Federal budget presented 


account and that is the role by the President to the Con- 
of government and its fiscal gress in January. Among these 
implications for the future. In This Issue In Brief is the broad issue of public 
this coming decade we won’t In all the predictions about the decade versus private spending. Vari- 


be able to avoid facing up of the 1960's and its economic potential- ous newspaper people have- 
to government fiscal problems ity, one vital factor, the role of govern- characterized the issue as the 
we have avoided for the last ment, has not been taken into account. Great Debate or the Big De- 


30 years. Our present situa- Tine coehy Seta hte Ayennnes eeuenine bate. It has also been termed 
: : envisioned as a prosperous period, but we X P 
tion may be summarized as went de-ahile te evnld Qesiens sdaanee the underlying issue of the 
follows: ernment fiscal problems we’ve avoided for forthcoming presidential cam- 


First, for the past 30 years oo paign. 


The failure to grapple squarely with 


we failed generally as a people the problem of mounting taxes, spending Finally, the crisis in fiscal 
to grapple squarely with the and debt has resulted in “a crisis in fiseal responsibility implicit in this 
problem of mounting govern- responsibility” at all levels of government. Ses een Gibian om the 
ment expenditures, taxes and This crisis constitutes “perhaps the great- = 


debts est internal threat to the survival of our greatest internal threat to the 
: democratic institutions that we have faced survival of many of our demo- 
Second, as a result of this in this century,” says President French. cratic institutions that we 


have faced in this century. 
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Unless we face this crisis, it seems to me we must 
be prepared to accept permanently a form of govern- 
ment fundamentally different from that foreseen by 
the founding fathers of this Republic. In the last 
analysis, this is a moral problem in that we have 
ignored and denied and shirked our responsibilities 
in matters of finance as far as our government is 
concerned. 


Let me take you through a quick review of financial 
operations of government in the past decades to in- 
dicate the nature of the crisis. 


We have lived through three decades of persistent 
deficits. Federal expenditures have generally exceeded 
receipts in 25 of the last 30 years. It seems to make 
very little difference whether we are in war or peace, 
depression or boom, in recession or recovery. While 
these recurrent deficits have not been unrelated to 
economic conditions, they have not been completely 
tied to them. There has been a widespread lack of 
interest among citizens and public officials in economy, 
efficiency and fiscal control. 


In large measure, because of this unwillingness 
and lack of interest, the Federal debt has mounted 
to over $280 billion. 


‘For the same reasons we have a lopsided, emer- 
gency-built Federal tax system. Indeed, what we have 
can scarcely be characterized as a system. Everybody 
agrees it now needs reform, revision, and a reallo- 
cation of revenue sources between Federal, state and 
city governments. But we have only got around within 
the last few months to the Congressional inquiry 
which must precede such improvements. 


During the past 30 years we have also come to 
accept inflation as a way of life. Public officials, citi- 
zens, and even some economists continue to delude 
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themselves and others with dollar figures that distort 
our economic strength, our economic growth and 
our personal finances. Gross production reached $480 
billion in 1959, about five times our production 30 
years ago. But in constant dollars it was about double 


the earlier figure. 


The bad habits of Federal finance spread to the 
states after World War II. State spending has risen 
to $28 billion annually. There is a growing resistance 
to higher state taxes, but every year brings forth a 
spate of tax proposals in most of our state legislatures. 
State debt has risen from $2% billion in 1946 to 
over $15 billion in 1958, a sixfold increase and still 
rising. Today the states are in the most critical finan- 
cial situation they have been since the 1930's. 


Fiscal Responsibility Defined 


When we turn to the local communities, we find 
similar problems. The smaller communities of the 
country generally do not have as critical problems 
because they have a more careful weighing of benefits 
versus taxes. But in the large cities we have a re- 
luctance to relate spending to taxes and a continual 
bickering about state aid. The larger cities are con- 
stantly looking for Federal aid for airports, housing, 
or any other projects for which they can get Federal 
assistance. There is a dangerous tolerance of careless 
administration, a demand on the part of citizens im- 
plemented by their public officials for more and more 
services, but a reluctance to levy charges to recoup 
the expenditure from the beneficiaries. 


The financial operations of our Federal, state and 
city governments for the past 30 years add up to 
a general picture of fiscal irresponsibility characterized 
by persistent deficits, rising taxes, larger debts, in- 
flation, topsy-turvy tax systems, and antiquated pro- 
cedures and controls. In the light of this picture of 
financial irresponsibility, we might ask ourselves for 
a moment what constitutes fiscal responsibility. 


First, there must be basic recognition that public 
funds are a public trust. A dollar in the hands of 
government is different in this respect from a dollar 
in the taxpayer’s pocket. Because it represents a free 
citizen’s contribution to the cost of his government, 
his elected officials must treat it with respect, spend 
it with prudence and ask for more only when abso- 
lutely necessary. 


Second, and more specifically, in terms of fiscal 
policy fiscal responsibility means the long-term bal- 
ance of expenditures and receipts. This does not 
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mean governments must balance their budgets every 
year. But it does mean that in the long run govern- 
ment should pay out no more than it takes in and 
thus help maintain the soundness of the dollar. 


Third, Federal, state and local debts should be 
incurred only as a last resort. They should never be 
permitted to reach unmanageable proportions and, 
once incurred, they should be carefully managed in 
the best interest of all the people. 


Fourth, fiscal responsibility should give us a ra- 
tional and sound tax system that provides needed 
revenues equitably and with the least possible damage 
to our economic system. Since our form of govern- 
ment embodies separate Federal, state and local tax 
systems, there should be a minimum of overlapping 
and a conscious effort to leave to the states and 
localities the revenue sources they badly need. 


Fifth, fiscal responsibility means continuous atten- 
tion in all fiscal decisions to the effect of these de- 
cisions upon prices. 


And finally, fiscal responsibility should direct 
government policies at all levels toward real economic 
growth and its accompanying benefits to all our 
people. 

The present crisis in responsibility has been post- 
poned or obscured by a series of crash programs to 
meet emergencies, internal or external that has beset 
us for the last three decades. 


The great depression opened up the stream of 
emergency legislation which from that day to this 
has been the excuse for evading fiscal discipline at 
all levels of government. It was in this period that 
the seeds of irresponsibility were planted. 


Then came World War II. Our national survival 
was at stake and few questions concerning fiscal 
responsibility were asked. Taxes were increased but 
not enough. We had both guns and butter. Our prob- 
lem of fiscal responsibility grew more serious. 


When the war ended we feared a postwar depression 
and sought refuge in the idea of full employment 
as a national goal. Again, we postponed the crisis 
and added to it. Then came the recession of 1948-49. 
Still we were fearful of the long-anticipated postwar 
depression, and we postponed again the hard fiscal 
decisions. 

The Korean War posed another threat to our na- 


tional survival and we met it as we have always met 
the problems of war finance—by deficits and borrow- 


ings. During the recessions of 1953-54 and 1957-58 
we came under the spell of the new fetish of economic 
growth which replaced the earlier fetish of full em- 
ployment. The 1957-58 recession was met with a $7 
billion increase in Federal expenditures over estimates, 
while revenues fell $6 billion below expectations. The 
result was a deficit of close to $13 billion in the 
Federal budget and another postponement of re- 
sponsible fiscal action. 


It is interesting that since the Korean War, con- 
trary to popular thinking, defense spending is not 
the reason for the increase in the Federal budget. 
As a matter of fact, the present national security 
expenditures are $1.billion less than in 1954..The 
$12 billion increase in the Federal budget since 1954 
has been due entirely to increases in nonwar items 
such as farm support and new domestic aid programs. 


The most significant feature of this 30-year period 
is the fact that every time it appeared that the country 
was going to have to face the fiscal facts of life, an 
emergency arose and the hard decisions were put off 
to another day. 


Budget Not An Austerity One 


For these reasons the crisis in fiscal responsibility 
at all levels of government has come to focus in the 
budget the President presented to the Congress in 
January. A new policy of responsibility is represented 
in this budget, a policy of surpluses in times of eco- 
nomic expansion to supplement monetary policy in 
the control of the monetary and fiscal features of our 
economy. 


It should be pointed out, however, that this surplus 
offered in January is vulnerable from both the expend- 
iture and revenue side. According to U.S. Budget 
Director Maurice Stans, new spending proposals be- 
fore Congress price out to about $326 billion in the 
next five years and could add as much as $50 billion 
or $60 billion to this budget on an annual basis. 


On the revenue side, the budget projections are 
based on continued economic growth that may or 
may not be realized in the coming fiscal year. Pro- 
jected also is an increase in postal rates which Con- 
gress seems in no mood to accept. There is also an 
extension of emergency rates in excise and corporate 
taxes. 


It is well to remember that the proposed budget is 
not an austerity budget. The year 1960 is an election 
year. Moderate increases are projected in most items. 
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As a matter of fact, the budget proposed for fiscal 
1961 is about $11 billion larger than the fiscal budget 
for this year and only $1 billion short of the record 
budget of 1959. 


The Crucial Test 


How we deal with our Federal revenues and ex- 
penditures in an election year is the crucial test of 
fiscal responsibility. If we say the time has come to 
call a halt to uncontrolled spending and inflationary 
deficits, if we insist on a substantial surplus for debt 
reduction and tax revision, we can take the long de- 
layed first step in meeting the crisis of fiscal responsi- 
bility. 

A second step is the reform of present Congres- 
sional procedures to control spending. As long ago as 
1951, the Tax Foundation pointed out that Congress 
had no annual control over two-thirds of the Federal 
budget through the appropriations processes. This 
lack of control is an acknowledged fact in and out of 
Congress today. 


A third step toward fiscal responsibility is certainly 
the long overdue revision of our Federal tax system 
and the reallocation of tax sources between Federal, 
state and local governments. 


Current thinking about the role of government in 
the economy poses the most serious questions in this 
connection. In the economic field the current principal 
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objective of government is growth, and it is main- 
tained by many that government itself is and should 
be the prime mover in this growth. 


This sort of thinking provides a complete rationale 
for those who want us to avoid fiscal responsibility. 
Again, to quote Maurice Stans in his talk at the 
Foundation’s recent annual dinner: 

“The cult of growth . . . is a poorly disguised ver- 
sion of an old proposition, which is that we can spend 
ourselves into prosperity. That one dies a hard death.” 


The broader question is the extent to which the 
American people wish to turn over to government the 
responsibility for economic growth. The ratio of gov- 
ernment expenditures to the nation’s product has risen 
to close to 30 percent. The Big Debate on private 
and public spending looms large on the horizon, and 
it is inextricably linked with the crisis in fiscal respon- 
sibility so long postponed at all levels of government. 


In this year of political campaigns which opens the 
decade of the 1960's, the dangers for citizens and 
candidates are threefold. First, are we aware of the 
nature and extent of the crisis? Second, are we willing 
to face the crisis and work out a new fiscal philosophy 
of responsibility? Third, are we going to have the 
wisdom to separate the sound from the unsound and 
the false from the true? The answers we make to these 
questions will determine our form of government, not 
only for this decade of the 1960’s, but for many years 
to come. 
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